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DECISION
ARCO 01l and Gus Company ) SDR O, 922-30-G2
Attention: Ronald T. Sponberg )
P. O. Box 1619 }
Hidland, Texas 79702 }
Reveraed

ARCO 01l and Gas Company has requested a State Director Review (SDR) of a
decision of the Bistrict Manager, Miles City Digtrict Qffice (HGDO),
Miles City, Montana, dated December 12, 1989, assesging compensatory
royalties for drainage from Federal oi} and gu8 lease H-60749, Sald
drainage occurred as a resulb of production from the Hoetfelt Ho. 2 weil
located in the SELSWW, sec. 32, T. 37 8., R. 49 E., Sheridan County,
HMontapa. The request for this SDK was dated Januaey 8, 19490, and was
timely received by this office on January 16, 19990,

ARCO identified several technical and proceadural issues for consideration
by this SDR. Une issue concerned the economic analysis prepared by kthe
MCDC showing that a paying protective well could have been drilled on the
drained tract. ARCO stated on page 2 of their SDR that, ”...the Hiles
City Ottfice has chosen to increase its crude oil price forecast to near
doublie the original forecast used by the Miles City Office in its
economic analysis which ARCO received on June 17, 1986." ARCO further
stated that, ”...the more precise and acecurate measure of the projected
zeonomic pertormance of the 'protection’ well it this instance is actual
historical pricing data.™

The paying well analysis prepared by the HCDO on December 7, 1983,
follows the exampie provided in the Interim Drainage Standards Handbook
(H-31560-2), in that it asgsumes level pricing from the date that a paying
protective well could have first been drilled. However, page L6 of the
Interim Urainage Manual (3160-2) states that, "The value for oil and gas
pricing is basad on the appropriate time pericd...." we recugnize that
this may represent an apparent contradiction, hut it ig our position,
when datas is available, historicul pricing will be used when conducting
paying wall determinakbions. Therafore, we conducted a new protaective



2

well analysis using the same variables asg those used by the HMCDO, except
that we substituted historical prices per barrel of ail instead of
constant 1985 prices (see enclosed). The results or this analysis showed
that a prudent operator could not have drilled a paying protective well
when historical prices were used. Consequently, we hersby reverse the
December 12, 1989, decision of the MCDO, and cancel the accompanying
compensatory royalty assessment against ARCG.

Please contact this office at 4062552857 if you have any questions
concerning this decision. )

79/ Themas P. Lonnia
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